We examine entrepreneurial activity following the adoption of fraudulent transfer laws in the U.S. These laws strengthen creditor rights by removing the burden of proof from creditors attempting to claw back funds that were transferred out of failing businesses. These laws are particularly important for entrepreneurs whose personal assets are often commingled with those of the venture. Using establishment-level data from the U.S. Census Bureau, we find significant declines in start-up entry, churning among new entrants, and closures of existing ventures after the passage of these laws. Our findings suggest that strengthening creditor rights can, in some circumstances, impede entrepreneurial activity and slow down the process of creative destruction.
" [A] n understanding of debtor-creditor law, particularly fraudulent transfer law, is critical. A planner who purports to put together asset protection plans who has anything less than a thorough knowledge of the fraudulent transfer law is a fraud." These issues are largely governed by fraudulent transfer law, which are state regulations on the rights of a creditor to reverse transactions or transfers made by the business that affected the creditor's claims.
Fraudulent transfers are viewed legally in two ways: actual fraud or constructive fraud.
Actual fraud refers to actions taken by the debtor with the intent to diminish the claims of its creditors. Constructive fraud refers to actions taken by the debtor that, as a result of the economic circumstances surrounding the transaction, ended up diminishing the claims of its creditors. In a state with fraudulent transfer laws based on actual fraud, the burden of proof is on the creditor to clearly demonstrate the fraudulent intent of the debtor. In a state with fraudulent transfer laws based on constructive fraud, however, all that is necessary is that debtor's business operations are sufficiently poor. A shift to a constructive-fraud based system therefore improves creditor rights, particularly those of unsecured creditors.
Allowing creditors to more easily reclaim assets that were transferred out of the business is a reduction in the costs of enforcing debt contracts. A state that adopts a constructive 1 view of fraudulent transfers should then experience an expansion in credit supply. The effects on credit demand, however, are less clear. Transfers may be an important component of asset protection for certain businesses and therefore serve an insurance function by limiting the owner-manager's downside risk. Such a law change might then cause risk-averse entrepreneurs to reduce credit demand.
1 The equilibrium level of credit therefore depends on the relative responses of those supplying credit to the marginal business owner.
We study the real impact of an increase in unsecured creditors' rights by employing a difference-in-differences (DiD) methodology that exploits the staggered adoption of constructive fraud statutes by states that formerly had lax fraudulent transfer policies. 2 Drawing on establishment-level data from the U.S. Census Bureau, we find that states experience a significant decline entrepreneurial activity in the years following the adoption of constructive fraud laws. 3 We observe substantial declines in both start-up entry and closure rates after the passage of constructive fraud laws. The decrease in entry rates occurs both among the smallest businesses that succeed and fail within three years of starting up, suggesting creditors are not able to screen out the riskier borrowers. We find similar negative effects when we compare start-up entry and exit with intensive margin adjustments made by incumbent, multi-unit firms that are unlikely to capture entrepreneurial activity. Taken together, these results indicate that expanding laws allowing unsecured creditors to reclaim a higher frac-
1 Landier (2005) shows theoretically that debtor protection in bankruptcy is more suitable for entrepreneurship and innovation by fostering experimentation. In a related analysis, Manso (2011) demonstrates that the optimal compensation scheme to promotes innovation displays a substantial tolerance for failure, which is consistent with the use of debtor-friendly bankruptcy codes to motivate innovation.
2 Most states have adopted fraudulent transfer regulations that have gradually become more favorable to creditors over time. In addition to statutory law, each state has its own case law standard by which it has interpreted the text of its statutes. Because of the difficulty in quantifying the true extent to which states assign rights to creditors with regards to avoidable transfers, we focus only on the three states plus the District of Columbia that went from having no statutory or case law allowing constructive fraud to adopting encompassing definitions of constructive fraud for the first time. This ensures that the adoption of the new statutory definitions of fraud really did constitute a major shift in the state's attitudes towards business transactions in or near insolvency. Further details are provided in Section 1.3.
3 Empirically, this paper follows Kerr and Nanda (2009) in the construction of state-level measures of firm entry, exit, and expansion using Census micro-data (see also Chemmanur et al., 2011; Delgado et al., 2010; Ellison et al., 2010) . tion of assets upon business failure discourage start-up creation and extend the survival of old ventures, suggesting that entrepreneurs become constrained in their ability to redeploy assets into new and potentially more productive uses.
The discussion up to this point has focused on the impact of fraudulent transfer law on entrepreneurial activity. It is not immediately obvious, however, that redefining fraud should have a differential impact on small relative to large businesses. Indeed, it is common in large bankruptcies for unsecured creditors to pursue adversary proceedings, or suits that are separate from but related to the bankruptcy case, based on the avoidance of transfers.
We posit that the impact of constructive fraud laws, to the extent that they hinder business growth, should be stronger for start-ups because, first, entrepreneurs are more likely to have personal assets co-mingled with those of the business, and second, large businesses are more likely to reorganize or have control over matters of jurisdiction in insolvency. In order to support these views, we examine heterogeneity of the average treatment effect.
Sorting based on organizational form and size, we find that the effects are driven by singleunit firms and the smallest firms with between one and five employees. These effects hold even within state-year-industry cells, which alleviates the concern that coincident state-level unobservable factors such as the non-economic legal environment or social dynamics may have led to the decline in start-up creation. Furthermore, we find that effects are present only for firms in industries with low levels of start-up capital, where owners' financing using personal assets as collateral is more likely to be feasible.
Because state laws are often open to interpretation, it can be difficult to measure the strictness with which various statutes apply. An additional challenge is that during our event window, only the District of Columbia, Iowa, Kansas, and Vermont underwent drastic fraudulent transfer law changes. To ensure a broad effect, we show that the results hold for each of these states individually. We run additional tests including Indiana, which had some case law on constructive fraud prior to the passage of new statutory law, and find consistent 3 results. The inclusion of states that had some pre-existing statutory law on constructive fraud and then passed comprehensive definitions of constructive fraud, however, weaken the results. We also check for robustness by excluding Alaska, which never passed constructive fraud laws, excluding states that were treated immediately prior to the sample horizon, and excluding Louisiana which went through a period of uncertainty regarding the statutory law on fraudulent transfers. In all of these tests, the results are still significant and magnitudes increase. As a further test of robustness, we show that the results were not driven by changes to the separate but related laws on insider preferences which, in some cases, happened concurrently to changes in the definition of fraud.
We attribute the decrease in entrepreneurship to a reduction in demand for credit by riskaverse individuals who wish to avoid states of the world that involve the loss of their own personal assets. As discussed in Severino et al. (2014) , however, we cannot assess the welfare impact of this type of law change because it is difficult to test whether the assumed model is correct. Our view is that markets are incomplete and that affording more rights to creditors, while expanding the contract space, has adverse consequences for risk-sharing. Traditional corporate finance theory may attribute the decrease in entry to frictions related to nonverifiable cash flows or private benefits of running one's own business and therefore early liquidation, even when borrowers and lenders are both risk-neutral. Another confounding factor is that these law changes reduced the amount of outright fraud and that this was beneficial for state economies on net even if some non-fraudulent businesses also stayed out of the market. Because of our inability to test precise modeling choices and observe details about the change in composition of firms, we are limited in the extent to which we can determine the welfare of implications of this study.
Our paper contributes to the literature on the relationship between law, credit markets, and growth that began with the work of La Porta et al. (1998) . This literature initially connected strong creditor protections with favorable credit market conditions in cross-country 4 analyses, evolving to show that in some circumstances creditor rights might be too strong and have adverse consequences.
4 Our approach relates to recent studies seeking to establish causality using within-country regulatory changes to identify exogenous variation in creditor rights. Notably, Visaria (2009) and von Lilienfeld-Toal et al. (2012) who analyze the effects of debt recovery tribunals in India that were brought about in order to reduce the cost of enforcing debt contracts. While Visaria (2009) finds that these tribunals improve repayment behavior and make loan terms more favorable, von Lilienfeld-Toal et al. (2012) find that they promote access to credit only for large borrowers while weakening access to credit for small borrowers. Vig (2013) observes a similar negative impact of a 2002 law in India that strengthened the rights of secured creditors. He finds that the reform led to reductions in asset growth and a substitution from secured to unsecured debt, consistent with large firms with multiple financing options contracting around a liquidation bias among creditors. Our contribution is to examine the importance of creditor rights for entry and exit rates among the entrepreneurial firms in the U.S. economy. Our results suggest that strengthening creditor rights, in particular, by allowing for greater access to entrepreneurs' personal assets in case of default, can impede entrepreneurship and the process of creative destruction.
Our paper is also related to the literature on personal bankruptcy exemptions. Gropp et al. (1997) were the first to connect state personal bankruptcy exemptions to credit conditions, finding that states with high bankruptcy exemptions eased credit conditions for wealthy borrowers and tightened credit conditions for low-asset households. Fan and White (2003) find that states with high bankruptcy exemptions are associated with a higher probability that households own a business, attributing this effect to the insurance function of bankruptcy exemptions. Observing changes to exemption levels across states, Cerqueiro and Penas (2014) find that increases in personal wealth protections reduce the amount of credit that banks are willing to provide and that owner-managers of unlimited liability companies offset the reduction in external financing with personal wealth. Most similar in spirit to our study is Cerqueiro et al. (2015) , who find that higher exemption limits reduce the number of patents generated by small firms in the U.S., suggesting that reductions in credit supply outweigh potential benefits of risk-sharing when it comes to risk-taking and exploration by innovators. We complement this work by, first, examining more broadly the effects of creditor rights on the various aspects of the entrepreneurial process and, second, by considering a novel aspect of creditor protection: the definition of fraudulent transfers.
The rest of this paper proceeds as follows. Section 1 reviews the institutional details surrounding the organizational structure of small businesses, small business failure, and the law of fraudulent transfers. Section 2 describes the data and empirical methodology. Section 3 discusses results. Section 4 concludes.
1 Institutional Background
Organizational Structure and Personal Wealth Protection
There are two important features that govern the interactions between a business owner and outside agents: the establishment of the business as a separate legal entity and the protection of the owner from unlimited liability. The line is generally drawn between sole proprietorships, which are not separate legal entities from the individual owner and do not protect the owner from unlimited liability, and limited liability companies (LLCs) or corporations, which stand on their own as legal entities and offer the owner limited liability 6 protection. 5 The liability status of partnerships depends on whether the partnership is a limited liability partnership (LLP) or a limited partnership (LP), the latter of which may involve general partners who are not protected by limited liability. According to the U.S.
Small Business Administration, 72.1 percent of businesses are sole proprietorships while 18.5 percent are corporations (including S-types). 79.9 percent of businesses do not officially retain any employees other than the owner-manager, and 52 percent are home-based.
In addition to separate legal status and limited liability protection, simplicity is a key factor in corporate organization. In order to technically register as a sole proprietorship, owners in most states only need to obtain local licenses at the time of business formation.
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These licenses are usually easy to obtain, inexpensive, and do not require annual updates. In addition, assets of the business owner are commingled with personal assets, and so it is not necessary to keep separate records. Conversely, LLCs and corporations are more costly and complicated to establish and keep track of. Business owners must pay not only organizational formation fees, but also filing fees and annual state fees. Even though income from LLCs and S-Corporations may pass through to the business owners for taxation purposes, recordkeeping is more complicated because these business forms have their own legal identities.
Regardless of organizational structure, there is only a fine line for most small businesses between personal assets and business assets. Even for businesses with limited liability protection, owners often utilize their own wealth as start-up capital by transferring titles of assets to the business. They also facilitate external borrowing by providing personal guarantees. Owners continually have to decide whether to reinvest profits into the business or withdraw cash in the form of salary or dividend payments. Because of this, asset protection 5 LLCs may have an unlimited number of shareholders and can make disproportionate distributions to these investors, while S-Corporations are limited to 100 shareholders and distributions must be pro-rata. Otherwise, these two structures are very similar.
6 Technically, any freelance income qualifies the earner as a sole proprietor. In general, it is not necessary to take any formal action to register as a sole proprietorship. Various types of business, however, required licenses and permits. 7 has become a key component of small business planning.
Exemption planning and strategic transfers are the two main tenets of asset protection planning. The relative importance of these strategies depends on the business's organizational form. For proprietorships, the first line of defense is to make full use of state asset exemption laws. For businesses in states with paltry exemptions, or medium-sized businesses that involve assets that are significantly greater than the exemption threshold, strategic transfers play a more important role. Personal assets that have been transferred to a limited liability structure very rarely qualify for exemptions, and so transfers play a more important role in protecting assets of LLC or corporation owners.
Each state has its own set of rules governing exemptions that protect certain core personal assets from seizure by creditors. The homestead exemption is the most well known of these, followed by personal property exemptions. 
Small Business Failure
Although business failure is often synonymous with bankruptcy, bankruptcy is a distinct legal process that is governed in the U.S. by federal code. This code is divided into several chapters that relate to different types of bankrupt entities. 11 While Chapter 7 relates to both 9 After filing for bankruptcy in 1997, Stephen J. Lawrence, founder of a derivatives trading firm, was found in contempt of court for establishing offshore asset protection trusts and served several years in jail. In 1999, Michael and Denyse Anderson were also found in contempt of court after refusing to repatriate funds kept in an offshore trust, and each spent six months in jail.
10 Corporations, for example, must pay an additional employment tax on salaries distributed to owners, therefore incentivizing distribution through dividends. This tax levied on earnings of an LLC regardless of salary payments made to owners, while the income of sole proprietorships or partnerships are taxed as personal income regardless.
11 Chapter 7 concerns asset liquidation, Chapter 9 the reorganization of municipalities, Chapter 11 complex reorganizations (generally of businesses), Chapter 12 reorganizations of family farms or fishermen, Chapter 13 reorganization for individuals, and Chapter 15 cross-border insolvency.
small businesses as well as individuals wishing to liquidate substantially all of their assets, sole proprietors are often given the option to undergo either Chapter 11 or Chapter 13 proceedings if they hope to reorganize. Partnerships, LLCs, and corporations are not given the option of filing for Chapter 13. Because Chapter 11 is costlier, most sole proprietors that file for bankruptcy choose to file for Chapter 13, although eligibility is dictated by size restrictions on debt.
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Bankruptcy is not the only option for entrepreneurs, however. Because of filing fees, legal fees, long bankruptcy durations, loss of control over business operations, the automatic stay, and other indirect costs associated with bankruptcy, both debtors and creditors of small businesses often prefer avoid bankruptcy if possible. What are the alternatives to bankruptcy? The procedures in place typically derive from the laws of contracts, trusts, and secured lending, which are enforced in state courts based on each states' judicial organizational structure. The friendliest option is a private workout that avoids courts altogether. These agreements rely on the debtor's ability to arrange for a 12 Currently, individuals with more than $383,175 in unsecured claims and $1,149,525 in secured claims may not file for Chapter 13 bankruptcy; see www.nolo.com/legal-encyclopedia/ chapter-13-chapter-11-bankruptcy-small-business-owners.html.
13 Creditors may force debtors into involuntary bankruptcy, but this is not common in practice. Rather, it can be used as a bargaining chip for debtors in a private workout.
plan of asset distribution in a way that satisfies all parties involved. Another option, at least for secured creditors, is to step in and foreclose on any assets in which they have a security interest. They may do so based on state laws set forth in the Uniform Commercial Code. If these actions are taken by secured creditors without impediments by debtors or unsecured creditors, then the process is known as a friendly foreclosure. Alternatively, if a business owner wishes to continue operations, similar to a restructuring under Chapter 11 of the Bankruptcy Code, then he has the option of undergoing a procedure called an "assignment for benefit of creditors" or ABC. In this case, a trustee receives the assets of the business and holds an auction.
14 Proceeds go towards the secured debt holders, unsecured debt holders receive nothing if the secured claimants are not made whole, and the old business ceases to exist as a legal entity. Often, though, the former business owner is able to repurchase most of the assets of the business and establish a new entity.
In any of these situations, aggrieved parties may attempt to delay proceedings or receive higher distributions by bringing suit against another party in state court. One course of action, also used frequently in bankruptcy proceedings, is referred to as an avoidance, and takes place when a previous transaction carried out by the business is undone. Transactions found to be fraudulent-the subject of this paper-are one example of commonly-sought avoidances. Preferential transfers, or transfers to a junior class of claim holders or to an equivalent class of claim holders in a way that is not pro rata, are also an important feature of fraudulent transfer law.
The History of Fraudulent Transfer Law
When a business becomes insolvent, all of the transactions made in its recent history become a matter of scrutiny. This is because owners may have undergone such transactions in order to place assets beyond the reach of creditors, either for their own personal gain or so that the business may be able to survive longer. Given these incentives and the ability of most business owners to exert significant control over business assets, fraudulent transfer laws have been established in order to prevent debtors from absconding with the business's assets in the event of financial distress.
While fraudulent transfer law applies to all debtors, there are several reasons why it is particularly relevant to entrepreneurs. Information asymmetries are extreme because small businesses are subject to few, if any, financial reporting requirements and because monitoring costs are high for external lenders. The owner has significant control over business decisions, and does not have to report to a board or to outside shareholders. As discussed, the assets of small businesses are often commingled with the owner's personal assets, thus exacerbating incentives to hide assets from creditors when the business is in distress.
From the 18th to 20th centuries, most U.S. states adopted fraudulent transfer law from England, which is in turn based on the Statute of 13 Elizabeth (1571) and the decision of The NCCUSL lacks the authority to enact legislation, however, and so following the Table 1 presents the timing of passage of the UFTA.
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The UFTA was not a major overhaul of the UFCA, and so states that had already enacted the earlier version ended up with a relatively similar law following the change. The only major difference was the addition of a new section, §5(b), which invalidated preferential debt payments to insiders. Prior to this addition, states were relatively mixed in their approaches to insider preferences. Some treated it as a separate category of fraud and had explicit statutes on the voidability of this type of transaction, but most did not have any statutory law regarding this area and left it up to interpretations of fraudulent transfer.
Several states, upon adopting the UFTA, opted out of this section. Of the states that had not already enacted the UFCA, some had adopted measures similar to the constructive fraud provisions in the uniform laws on their own. Those that retained statutes similar to 13 Elizabeth experienced the greatest change when they switched to the UFTA.
grouped by topic and updated every several years based on the frequency of changes. We compared each statute regarding transfers in the version immediately before the passage of the UFTA to the version immediately after the passage of the UFTA. We also read the case law for each statute related to fraudulent transfer. Ultimately, we focus on three states and the District of Columbia because they underwent drastic transitions from intent-based to constructive-based fraudulent transfer regimes.
Data and Empirical Methodology
We adapt the DiD framework of Kerr and Nanda (2009), who study the effect of statelevel bank branching deregulations on entrepreneurial activity. We believe their approach is well-suited to our own setting and thus we choose to follow their methods and terminology as closely as possible. Here, we describe our data sources, how key variables are constructed, and our empirical framework. The establishment-level data set used in our analysis is the Longitudinal Business Database (LBD), which is provided by the U.S. Census Bureau. Our sample spans the period from 1992 until 2007. The LBD is an annual registry of all private business establishments in U.S., which are identified as locations with at least one paid employee. The data contain information on number of employees, payroll, industry codes, and physical location for each establishment at the annual frequency. The LBD also provides information on corporate ownership, which helps us identify to which firm an establishment belongs to in a given year.
Data Sources
These corporate affiliation data are crucial for the correct measurement of entrepreneurial activity, as entering establishments might represent an expansion of a potentially large preexisting ("multi-unit") firm as opposed to start-up activity (i.e., entry by a standalone or "single-unit" firm). Such distinctions cannot be made with publicly-available, aggregated versions of the Census data (for example, the County Business Patterns data).
A key variable for our analysis is the amount of capital required to start a firm. Since the adoption of fraudulent transfer law is particularly important for entrepreneurs whose personal assets are commingled with business' assets, its effect on business creation might vary across industries depending on the amount of start-up capital required. 
Variable Construction and Summary Statistics
We focus on four dependent variables to measure the effects of the UFTA on various aspects of entrepreneurial activity: business starts, the successes and failure rates of new businesses, and the closure rates of incumbent establishments. These variables are measured at the state-year and state-industry-year levels. We further disaggregate these measures by establishment size (i.e., number of employees) and firm type, where the latter indicates whether entry or exit occurs at a stand-alone firm or among the facilities of a multi-unit firm.
The first dependent variable is the natural logarithm of number of new establishments.
We define the year of entry to be the first year with positive employment. We define entrepreneurship as the entry of new, stand-alone firms (e.g., Kerr and Nanda, 2009). The second and third dependent variables are related to the subsequent survival of these entrants.
The LBD provides establishment identifiers that allow us to track them over time and identify exits. We focus on a three-year window after entry and define "churning entrants" as the (log) number of establishment entries that close within this period. We analogously define "long-term entrants" as the (log) sum of those entering establishments that survive three years. Finally, we also consider the (log) number of establishment closures, where the establishment-level year of closure is defined to be the last year with positive employment.
This measure captures the closure rate among both entrant and incumbent establishments. 
Identification and Empirical Model
To examine how changes in creditor rights may impact entrepreneurial activity, we begin our analysis at the state-year level with the following specification:
where s indexes states and t indexes years. The variable y stands for one of four measures of establishment entry and exit: the total number of entrants, the number of churning entrants, the number of long-term entrants, or the number of closures. We take the natural logarithm of each of these variables. UFTA st is an indicator variable that equals one if the state has any case or statutory law defining fraud constructively, and zero otherwise. α s and α t are state and year fixed effects, respectively. Since the analysis is based on a state-year panel dataset, we cluster standard errors by state.
The coefficient of interest, β, measures the average response in percentage points of the measure of entrepreneurial activity to the adoption of constructive fraud law for the first time. If entrepreneurs face financial constraints and the increase in creditor rights expands the supply of credit, then β will be strictly positive for all measures of entry and exit.
Greater access to credit may lead to increases in entry as well as churning and exit among new entrants, which are all important components of the entrepreneurial process. On the other hand, if risk-averse entrepreneurs with personal assets tied up in their ventures reduce demand for credit, then we may observe a slow down in entrepreneurial activity, which corresponds to β strictly negative. The null hypothesis is that constructive fraud law is irrelevant for entrepreneurial activity (because entrepreneurs' personal assets are not tied up in their ventures, financial constraints are not binding, or creditor rights are unaffected by constructive fraud law), which corresponds to expecting that β will be zero.
Identification of β in Equation (1) exploits changes in entrepreneurial activity within-state around the adoption constructive fraud law for the first time. There are several identification concerns with this approach that we will now discuss.
The first potential issue concerns our definition of treated and control states. Our focus is on those states that underwent the most dramatic change in fraudulent transfer law.
In particular, we define constructive fraud (treated) states as those with any precedent in defining fraud in the constructive sense (either according to statutory or case law), which results in nearly all states meeting this condition by the end of our event window. In fact,
Alaska is the only state that never adopted the constructive fraud definition of voidable transfers. In order words, the control group consists of states that are already treated, eventually treated during the sample horizon, as well as Alaska, which is never treated. This classification of states may present a problem if, for example, early adopters of constructive fraud statutes exhibit different growth trajectories. In this case we may have a violation of the parallel trends assumption of of DiD model.
We examine this concern in the following ways. Most importantly, we estimate a dynamic version of Equation (1) We also directly examine if treatment sets states on permanently different growth trajectories, which could compromise the internal validity of our approach. To complement this analysis of dynamics, we consider several alternative control group classifications that either remove the never treated (Alaska) or the states that were treated close to the beginning of our event window. We defer the details of these tests to Section 3.5.
The second major concern is that there might be unobservable economic factors correlated with the law change affecting investment opportunities for all firms, including start-ups. To mitigate this concern, we first show that with the exception of population, which is negatively associated with the passage of the law, the timing of these laws was uncorrelated with broader macroeconomic trends (see Appendix A). In addition, we exploit the granularity of the LBD and compare activity between single-and multi-unit firms in the same state of location, industry and year. Since multi-unit entrants correspond to expansions of already existing firms they are unlikely to represent start-up activity (Kerr and Nanda, 2009). Thus, we use establishment entry and exit rates of already existing, multi-unit firms as a control group to demonstrate that the strengthening of creditor rights only impacts entrepreneurs' incentives. To implement this test, we estimate a stricter version of Equation (1) that separately compares both single-unit and multiple-unit entrants as follows:
where s, t, i, and x stand for state, year, industry, and type of firm, respectively. Type x is an indicator variable that equals one for single-unit firms, allowing us to differentiate between single-unit and multi-unit firms. Industries are grouped at the two-digit Standard Industrial Classification (SIC) level and we exclude the financial and public administration industries.
We fully saturate the model with fixed effects, α six , α tx , and α sit at the state-industry-type, time-type, and state-industry-type levels, respectively. The state-industry-year fixed effects are included to sweep out common factors affecting the investment opportunities of both start-ups and multi-unit firms. We now cluster standard errors at the state-type level to account for the disaggregation of our panel data. The coefficient β now measures the mean percentage point response of entrepreneurs relative to multi-unit firms following the passage of UFTA.
The final concern is that other regulatory changes might occur in conjunction with the first adoption of constructive fraud law. We are particularly interested in changes in antiinsider preference laws, which invalidated preferential payments to insiders, as described in Section 1.3. It is unclear whether these laws have similar effects on credit supply and demand among start-ups, since they target owners' discretion over making payments to insiders as they approach insolvency. While anti-insider preference laws were often passed at the same time as the first adoption of a constructive definition of fraud, this is not always the case (see Table I ). This permits a separate analysis of entrepreneurial activity among states adopting anti-insider preference laws relative to a control group of states that do not. We implement this test by re-estimating Equation (1) with an independent variable that takes the value of one if an insider preference law was passed in that state and zero otherwise.
Empirical Results
We first estimate the average effect of the UFTA on establishment entry and exit rates at the state-year level in Section 3.1. Section 3.2 explores the dynamics of this average effect.
Sections 3.3 and 3.4 presents the estimates by start-up capital amounts and by the initial employment level of entrants, respectively. Section 3.5 conducts several robustness checks.
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Effect of the UFTA on Establishment Entry and Exit
The strengthening of creditor rights-in our context through a constructive definition of fraud-has a theoretically ambiguous effect on entrepreneurial activity in equilibrium. It may increase entrepreneurship by expanding access to credit for financially constrained entrepreneurs or slow down entrepreneurship if risk-averse business owners fear personal assets will be clawed back by creditors in the event-of-default. These competing hypotheses are tested in Table III , where we estimate Equation (1) with the (log) number of total, churning and long-term entrants, and number of establishment closures as dependent variables.
Column [1] shows the effect of the UFTA on the total number of entering establishments at the state-year level. Establishment entry is defined to be the first year with positive number of employees for an establishment. We see that the coefficient on UFTA is -0.066, which is significant at 1 percent confidence level. Thus, our DiD estimate indicates that the passage of UFTA is associated with economically large effect on entrepreneurship: a 6.6 percent decrease in number of new entrants.
Columns [2] and [3] report the effect of the UFTA on the number of churning and longterm entrants, respectively. Churning entrants are entrants that close within 3 years of entry, whereas long-term entrants survive for at least 3 years. The DiD estimates are -0.073 and -0.064 for churning and long-term entrants, respectively, and both statistically significant at 1 percent confidence level. In Column [4], we look at the effect of UFTA on establishment closures. We define the year of closure to be the last year with a positive number of employees.
The estimated coefficient on UFTA is -0.065 and continues to be statistically significant at the 1 percent confidence level. Evidently, both the business creation and failure decrease following the passage of the UFTA. This indicates that the strengthening of creditor rights not only decreases new business formation but also increases the survival of old businesses.
These effects are consistent with owners reducing risk-taking when their personal assets are at stake.
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The results so far suggest that the passage of constructive fraud laws is associated with a decrease in both establishment entry and exit rates. One potential concern with this finding is that some of these entering or exiting establishments may belong to large, incumbent firms that are not necessarily representative of entrepreneurial activity. To address this concern, we estimate Equation (1) separately for establishments belonging to both singleand multi-unit firms. The results of this estimation are shown in Table IV .
Columns [1] and [2] report the effect of adopting the UFTA on the number of entrants for single and multi-unit firms, respectively. We see that strengthening creditor rights decreases single-unit firm entry by 9.6 percent, which is about 50 percent larger than the baseline effect and statistically significant at the 1 percent level, whereas it has no statistically significant impact on expansion of already existing, multi-unit firms. The remaining columns of Table   IV indicate similar results emerge when we focus on other aspects of the entrepreneurial process in the wake of the law change. In each case, only the entry and exit rates of singleunit firms are affected. These results confirm that the law change only has an impact on churning among start-ups, which are the types of firms likely to have owners' personal and business assets commingled.
Dynamic Analysis of Entry and Exit
Table V provides a nonparametric estimation of the treatment effect dynamics at the state-year level. Rather than having a single indicator variable switching on after each adoption of the UFTA, we modify Equation (1) to include four indicator variables: the first is for the two years before to the law change; the second for the year of the law change and the following year; the third is for the subsequent two years; and the final indicator is for the fourth and all years after the law change. The coefficients on each of these indicator variables measure entry and exit rates relative to the corresponding rates in the period at least three years prior to the law change, which is a suitable approach given the short length 24 of time before the first law change.
22 For this analysis, we focus on the entry and exit rates of single-unit firms, since they better capture entrepreneurship and we know from Table IV that this is where the treatment effect is located.
Turning to the estimates in columns [1] to [4] , three notable facts emerge. First, we observe that the effects of the UFTA do not show up immediately, but instead take between two and three years to materialize. The estimated effects on two and three years after the passage of the UFTA and year four and thereafter are both statistically different from zero.
The estimated entry rate for start-ups four or more years after the law change is about 9.2 percent lower than entry rates at least three years prior. We find similar effects for churning and long-term entry. Second, establishment closure rates decrease only four years out, which makes sense given churning entry begins to wane in the second year and beyond. Third, the coefficients on all entry and exit measures are indistinguishable from zero for the two years prior to the law change.
These patterns of entry and exit after the adoption of the UFTA are therefore consistent with previous results. Crucially, they confirm there are no pre-existing trends between treated and control states, which is consistent with the parallel trends assumption of our benchmark DiD model.
Effect of the UFTA by Start-Up Capital Amount
We have reasoned thus far that the strengthening of creditor rights matters more for start-ups in which owners' personal and business assets are commingled. For such firms under a constructive definition of fraud, creditors would be better positioned to recover their claims using the personal assets of the entrepreneur should the venture fail. In this section, we provide a direct test of this argument by performing sample splits according to the amount of capital required to start a new business.
Sectors requiring large, upfront investments (e.g., heavy manufacturing) have start-up capital requirements that are likely too large to be met with the use personal assets. On the other hand, owners operating in industries that need a smaller amount of start-up capital financing using personal assets as collateral is more likely to be feasible. Based on this logic and the approach of Hurst and Lusardi (2004) and Adelino et al. (2015), we sort industries on the basis of start-up capital required using survey data from the CBO Survey of the 1992 Economic Census. 23 We then reestimate Equation (1) separately for industries with high and low needs for start-up capital.
The results presented in Table VI 
Effect of the UFTA by Initial Employment
We next characterize patterns of entry and exit across the establishment size distribution.
This analysis provides a more accurate description of how the passage of the UFTA slowed down entrepreneurial activity. By estimating a stricter version of Equation (1), it also allows us to mitigate concerns regarding state-level unobservable factors that might jointly impact both the law change and investment opportunities. Table VII reports our estimates of entry and exit rates with establishments classified according to their level of employment in the year of entry (or exit). We focus on the following size groupings: 1-5 employees, 6-20 employees, 21-100 employees, and greater than 100 employees. 24 We thus compare the establishment openings and closures rates of the two types of firms, single and multi-unit, at the same state of location, industry and year. We form our estimates based on Equation (2), which exploits the granularity of the LBD using a state-year-industry-type tuple as the unit of observation and fully saturates the model with firm type-year, state-industry-year, and state-industry-firm type fixed effects. Coefficients on the UFTA × Single-Unit indicator variable in these regressions capture the relative elasticity of start-up entry to facility expansions of multi-unit firms by employment size. Naturally, if the effect of the UFTA operates through the incentives of entrepreneurs then the slowdown in entry and exit rates should be among the smallest establishments of single-unit entrants. Overall, we see that only entry and exit rates among the smallest single-unit start-up firms appear to be significantly affected by the adoption of the UFTA. These sized-based results are consistent with the hypothesis that the strengthening of creditor rights inhibits entrepreneurial activity. Importantly, they contrast with the alternative that start-up entry simply reflects changing investment opportunities at the state-level that may correlate with the adoption of the UFTA. 
Further Robustness Checks
The results of a series of robustness tests are presented in Table VIII . We first examine whether our results are an artifact of our modeling choices and, particularly, the definition of treated and control states. To this end, we repeat the estimation of Equation (1) for all firms and also single-unit (start-up) firms under a number of alternative assumptions to test the sensitivity of our results.
As described in Section 2.2, we choose to define our treatment variable to capture variation within states undergoing the most drastic change in creditor rights. Consequently, the District of Columbia, Iowa, Kansas, and Vermont are classified as treated states during our sample period. In panel A, we first show that the basic patterns documented thus far hold for each of these states individually. Thus, we are not concerned that the peculiar circumstances of one of these four states is responsible for our findings.
In panel B, we enlarge the treatment group. First, we include Indiana, which had only a limited history of case law on constructive fraud prior to the passage of new statutory law in 1994. We see that results do not change. Second, in addition to Indiana, we include Mississippi and North Carolina, which had vague pre-existing statutory law on constructive fraud but nevertheless adopted the UFTA in 2006 and 1997, respectively. Our results weaken considerably both in economic and statistical significance following the inclusion of these states to the treatment group. This last finding demonstrates that our benchmark effect occurs primarily among states undergoing the most meaningful change in creditor rights.
Thus far the control group has consisted of several subgroups: the never treated states, the eventually treated states, and the already treated states. Our identifying assumption is simply that the law changes occur at random, which is equivalent to a parallel trends assumption. While we have already demonstrated that there are no pre-existing differential trends among the control group, on average, there could be among one of the subgroups of control states and this could compromise the internal validity of our estimates. In panel C, we make several modifications to the control group to examine this possibility. First, we exclude Alaska, which never passed any statutory or case law regarding constructive fraud.
We see that results are not affected. Second, we exclude Colorado, Maine, and Oregon, which were treated in 1991, 1986, and 1986, respectively. These three states were treated close to the beginning of our event window. We see that the exclusion of these three states from the already-treated group does not change the significance of our results. Our last set of tests examines the importance of anti-insider preference laws and checks if the slowdown in entrepreneurial activity we uncover is coincident with this regulatory change. Since they were not always passed concurrently with the first adoption of a constructive definition of fraud (see Table I ), we can use our regression framework to compare establishment entry and exit rates among states adopting anti-insider preference laws relative to a control group of states that do not. Table IX presents the results of this analysis using "Insider Preferences"-an indicator variable equal to one for any state adopting anti-insider preference laws-as the independent variable. We repeat each of the analyses presented in Table III through VII for the antiinsider states. Results in each panel confirm that anti-insider preference laws are not the driving force behind our main results. Indeed, for the various tests, we do not find a clear effect of anti-insider preferences on entrepreneurial activity. The point estimates are mostly insignificant and generally mixed in sign. This is in stark contrast to the estimates of the effect of the UFTA on establishment entry and exit rates, which show consistently negative pattern and are statistically significant across numerous specifications.
27
Conclusion
The passage of the UFTA brought about two important changes to business law: it eliminated the burden of proof of fraudulent intent previously needed for creditors to undo a number of business transfers, and it reduced the ability of debtors to strategically pay off debts associated with more dire consequences in the event of default.
While businesses in states that underwent these changes likely experienced lower borrowing costs, our evidence demonstrates that it had negative effects on entrepreneurial activity.
Using longitudinal establishment-level data from the U.S. Census Bureau, we find significant reductions in establishment entry and exit rates following the passage of the UFTA. These effects are present only among new, single-unit firms (i.e., entrepreneurs), as opposed to the expansions and contractions among larger, multi-unit firms, even within the same industry and the smallest employment size grouping, in a given state. Moreover, we only find an effect of the UFTA on start-ups requiring low initial levels of capital. These results point to the law change affecting the incentives of entrepreneurs beginning new ventures (or winding down existing ones) where personal assets have a higher weight both in operations and in the financing of the business.
Taken together, these results indicate that expanding laws allowing unsecured creditors to reclaim a higher fraction of assets upon business failure can discourage start-up creation and extend the survival of old ventures. This suggests that entrepreneurs may become constrained in their ability to redeploy assets into new and potentially more productive uses, thus inhibiting the process of creative destruction. [2]
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